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To the Stockholders of Sears, Roebuck and Co.: 

This year I want to review the events for 1938 including the changes in officers, and to explain the 
financial reports as usual. 

During 1938 three new “A” department stores were opened in Detroit, Baltimore, and Chicago. 
These stores are the most modern the company has erected and embody the experience gained during 
the past ten years. Two more “A” stores will be constructed in 1939, one in Los Angeles and one in 
Houston, Texas. Thirteen smaller <C B” stores were opened, and twenty-three relocated, revamped or 
enlarged in 1938. Total capital expenditures were 37,596,402 during the year, a considerably smaller 
sum than in 1937, but exceeded only by two other years since 1929. Capital expenditures on mail order 
plants were small. Since 1924, the company has disbursed in capital expenditures the sum of £135,433,765* 
of which $86,770,232 has gone into the retail stores, and the balance into mail order plants and factories. 

The broadening of our time payment policy, which becomes fully effective in 1939, under which all 
items in the catalog are available to the purchaser on an installment basis with a minimum order of 
$10.00 instead of $20.00 is a definite service to our customers. Many people wish to buy on the time 
payment plan. We have continued, however, to give the prices on our merchandise on a cash basis, 
making it perfectly clear how much additional expense the buyer incurs by making use of time payments. 

Our tax bills are impressive, as shown by the following table: 

Sears, Roebuck and Co.'s Tax Burden 
Charged to the Company's Earnings. 

% of Total Tax 


Local Burden to Final 

and Net Income Be- 


Year 

State 

Federal 

Total 

fore Taxes 


1936 

3,657,479 

8,021,364 

11,678,843 

27.6% 

4,107,499 

1937 

4,996,231 

8,787,414 

13,783,645 

30.9% 

5,634,220 

1938 

5,838,861 

7,501,815 

13,340,676 

36.4% 

5,852,925 


Employees: 

The average number of all regular employees on the payroll during the year was 50,570. In addition, 
an average of 10,798 extra retail employees worked part time on Saturday and during special sales events. 
On December 3, 1938 the maximum total force of employees again reached an all time high of 76,800, 
including regulars and extras. The total payroll for the year was $78,171,000. 

A constant wage plan experiment was inaugurated in a few mail order plants in 1936 and has now 
been established in eight of the ten mail order plants. For regular employees this plan provides^ a level 
income of 40 hours pay each week even in the slack seasons. The deficit in hours worked per week is made 


Taxes Collected for Federal 
and State Governments 
from Customers and Em¬ 
ployees such as Sales and 
Social Security Taxes 
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up by hours worked over 40 hours in peak season weeks. We are now experimenting in fourteen retail 
stores with variations of the constant wage plan. 

The contribution for the year to the Employes’ Savings and Profit Sharing Pension Fund was 
$1,535,493. This is in addition to Social Security taxes of $3,039,895 paid by the company to the Federal 
and State Governments. The 1938 payments to the Profit Sharing Pension Fund brings the total of the 
Company’s contributions, since the Fund’s inception in 1916, to $30,498,000. The Fund had 38,061 
members at the end of the year and was the largest shareholder of the Company with 580,602 shares to 
the credit of the members. 

Sources of Merchandise Supply; 

In my letter of two years ago I told of the continuing relations of this Company with its sources of 
merchandise supply, and showed with figures how these relationships have endured. This year I want 
to point out the wide geographical distribution of our buying. 

Our purchases of manufactured merchandise average almost three dollars per capita per year for the 
United States as a whole, and except for the West South Central, and Mountain States (as defined by 
the U. S. Census) we buy from $1.09 to $6.41 per capita per year in all other census groups throughout 
the country. The West South Central, and Mountain States are producers of fundamental raw materials 
such as wool, hides, and cotton rather than of manufactured goods. We are, therefore, very large indirect 
purchasers of their basic products. 

The Company for many years has followed the policy of not increasing the number of its wholly 
owned factories. In cases where the volume of a particular sort of merchandise is large and the sources 
so limited that dependence on them might be hazardous from the point of view cf continuity of supply, 
the Company has from time to time acquired partial stock ownerships in such sources, which strengthen 
its merchandising policies. Interests of this sort are included in the balance sheet items of “Marketable 
Securities” or “Securities of Other Companies”. The statements reflect dividend payments made during 
the year by those companies in which we have a stock interest. Loans or advances to manufacturers are 
included in the balance sheet item of “Notes, Loans, and Advances to Manufacturers”. 

Shareholders: 

The net sales of the Company for the year amounted to $501,676,644, a decrease of 6.6% from 1937. 
The profits of $23,354,364, although affected by the less satisfactory business conditions in the early 
part of 1938, amount to $4.18 per share against $5.58 per share last year. 

The Company’s sales had a very sharp decline in the first half of the year. The decline continued 
at a slower rate until November, when a small increase began to take place. Our many stores in the 
automobile and steel and other purely industrial centers suffered very heavy decreases during the first 
few months of 1938. In a few stores in such sections we had decreases of 60%. The decline in sales and 
the maintenance of existing wage rates increased our operating and overhead ratios. The declines in 
commodity prices and manufactured goods caused heavy markdowns. Profits for the first six periods 
were less than 50% of 1937, a decline of $10,706,558. In the second half of the year, profits exceeded 
the corresponding period of 1937. 
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Regular quarterly dividends of 75 cents per share were paid, making a total of $3.00 paid during the 
fiscal year. Inasmuch as the March 1939 quarterly dividend of 75 cents per share was declared at the 
directors’ meeting of January 27th, 1939 before the close of the fiscal year 1938, the surplus account 
shows a total dividend charge for the year of $3.75 per share. 

As predicted in last year’s report, our depreciation charges are somewhat lower in 1938 than in 1937 
and they will probably continue to decline in the future. I want again to call your attention to the fact 
that our provisions for depreciation and writeoffs have been and continue to be substantially larger than 
are allowed by the Federal Government in its tax levies. The net asset values and the profits presented 
to you in these annual reports reflect these high charges. The depreciation schedules allowed by the 
Federal Government would have permitted substantially larger valuations for these depreciated assets 
than the figures on the balance sheet. 

Government depreciation which will be allowed for 1938 is estimated to be about §5,700,000; our 
figure was §8,186,000, a difference of §2,486,000 amounting to 44 cents per share out of profits. Since 
1930 there has accumulated a total difference between the government figures and our own of §20,673,200, 
an average of §2,584,150 per year, approximately 52 cents per share per annum based on the average 
number of shares outstanding over the period. We have felt that it was good policy to have our fixed 
assets conservatively stated. All taxes, of course, have been paid on the government figures. 

I commented briefly on the broadening of our installment policy. This was in response to increasing 
customer demand and was undertaken only after an experiment of more than a year and centering at 
three different mail order plants, so that our judgment in changing the policy of the Company as a whole 
was based on very careful observation of actual experience. The installment part of our mail order and 
retail business is not only sound and satisfactory from an asset and profit viewpoint, but provides a service 
to our customers which we feel they have a right to expect. We have continued our conservative policy 
in building the reserve against possible losses in this time payment business. The two plans for financing 
part of the installment accounts by outside institutions have remained in force throughout the year. 
These are based on the outright sale of customers’ accounts, and our Company’s liability under the 
arrangements is limited to the amounts of the very reasonable reserves set aside. 

Mortgages receivable have been reduced over §2,000,000, and reacquired homes reduced §285,000 
during the year. AW Inability to insurance companies arising from the sale of mortgages under re-purchase 
contracts has been terminated. In January, 1933 this item stood at §30,116,423. The liquidation of the 
§30,000,000 mortgages held by the Metropolitan Life Insurance Company entailed substantial losses 
which were absorbed principally in the years 1932-1936 inclusive. Our Company had at the year-end 
mortgages, land contracts, and homes held for resale amounting to §4,919,348. The liquidation continues 
to be satisfactory. Ample reserves are provided for loss and expense. 

Out total inventories at the close of this year were 6.8% less than a year ago. We have consistently 
maintained a conservative policy on inventories during the year, and all depreciation has been taken. 
The closing figure is at cost or the then market whichever is lower. The extent of the verification of in¬ 
ventories is set forth in the certificate of our certified public accountants, R. G. Rankin & Co., attached 
to the consolidated balance sheet. 
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Forward purchase commitments were slightly less than a year ago. Commitments as of January 
31, 1939 were at or lower than prices as of that date. 

During the year we sold the Hercules Life Insurance Company stock, formerly owned 100% by 
Sears, Roebuck and Co. to the Washington National Life Insurance Company of Evanston, Illinois. 
Our experience proved to us that selling life insurance is most satisfactorily handled by agent solicitation 
whereas automobile insurance lends itself to selling through our catalog, and through local representation 
in our retail stores. The small amounts of Allstate Insurance Company and Allstate Fire Insurance 
Company stock in the hands of other than Sears, Roebuck and Co. were acquired during the year by the 
Company which now owns 100% of the stock of the Allstate companies. 

The Company until recently had a relatively small working capital in relation to the size and scope 
of its operations. This was due to several causes. The depression of 1920-21, with the resulting heavy 
losses to the Company, the tieing up of large amounts of capital in Modern Home financing, the mail 
order growth and retail expansion, coupled with a very liberal dividend policy, all tended to prevent the 
increase of working capital. At the end of 1927 the actual working capital was $45,377,634, at the end 
of 1938 the working capital was $144,373,084, with a ratio of current assets to current liabilities of 5.49 
to 1, the highest in the company’s history. The addition to working capital was acquired in spite of the 
expenditure since 1924 of approximately $135,433,765 in capital assets. In January, 1937, $42,382,608 
was received from a new stock issue offered to shareholders and in which employees were allowed to 
participate, but $34,584,323 was paid out in extra dividends on account of the tax on undistributed 
profits. The net addition to working capital resulting from the new stock issue less the extra dividends 
related to the undistributed profits tax was therefore only about $8,000,000. 

We have continued to increase our reserves. Our reserve for installment accounts is over 17% of 
the amount of all such accounts receivable and is higher in proportion than at any time in the Company’s 
history. 

We have continued the policy of making use of our ample bank credit facilities for the financing of 
our seasonal inventories, although our maximum bank borrowing was substantially less than last year. 
We closed the year free of bank loans. 

You will notice on this balance sheet that a new reserve of $1,000,000 for uninsured risks has been 
appropriated from surplus and invested in government bonds. This does not reflect any change in in¬ 
surance coverage. The Company’s practice has been and continues to be to carry ample insurance on ail 
property values. The Company carries its own workmen’s compensation insurance in most states and 
carries most of its own public liability insurance. Over a period of years the losses incurred on these 
geographically widely distributed casualty risks have been consistently and substantially less than 
insurance coverage would have cost. However, we believe it to be conservative to establish this reserve 
and thereby provide for any contingent hazard. 

o 

We have made it possible for many of the banks used as depositories by our retail stores to share in 
our bank borrowings during the past year, feeling that in these days of generally reduced commercial 
borrowings we wanted our depository banks to share in the whole range of our banking activities so far 
as that was possible. In view of the fact that our use of loans, even during the period of greatest retail 
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activity, was less than in preceding years, it has not been possible to give all of our banking friends this 
opportunity although we hope to continue this same plan in the coming year. These retail store bank 
borrowings were made by us voluntarily at the same rate as we paid the banks which offer us very large 
lines of credit. 

Proxies: 

You will notice the changed form of proxy and proxy statement this year as compared with the ones 
which you have received in past years. This is in accordance with the new rules of the Securities and 
Exchange Commission. 

It seems worth while to call your attention to the general principles underlying the place of a stock¬ 
holder's proxy in the affairs of the modern corporation. The invention of the corporate form of business 
organization has made possible the growth and development of businesses to a size and efficiency which 
would not have been possible under the partnership form. I pointed out in my letter of last year that 
each shareholder was a partner, the owner of a share of this great business and not merely the owner of a 
special piece of paper. Each stockholder has a voice in the conduct of this Company, which he can express 
at stockholders 7 meetings through his votes for directors, who are his representatives, and on the other 
business which comes before the meeting. However, relatively few stockholders wish to take the time to 
appear at stockholders' meetings and vote in person although I wish that more would attend. It is 
therefore necessary, either because of the laws of the State in which a corporation is organized or because 
of its own by-laws, or both, to have a certain part of the outstanding stock represented at the meeting in 
order to transact the business of the meeting. The printed proxy form, supplied to all stockholders of 
record, enables the individual to have his ownership represented at the meeting and thus help to assure 
a quorum. If he wishes, h: can of course give his proxy to others who will represent him at the meeting 
rather than to those designated in the submitted form of proxy, and he can also qualify the powers which 
he confers upon his representatives in any way that he may wish. It is important that a quorum of the 
outstanding stock shall be represented in order that the stockholders' meeting may be held, and that 
the business of the corporation to be transacted can be dispatched. 

/ Bigness in Business: 

There has been much discussion in all circles as to the advantages and disadvantages of “Bigness in 
Business”. Arguments for and against “Bigness” appear among business men, men in public life, econo¬ 
mists and others. It is believed that even among the opponents of Big Business, it is beginning to be 
acknowledged that the well-managed big business performs an economic tunction that tends to raise the 
standards of living of the people by reducing the costs of the things they buy. But there is one argument 
against large corporations which I feel tb* y have too often neglected, their failure to observe their social 
responsibilities. The impersonal large national corporation with branch factories, branch offices, stores 
scattered all over the nation, must do its part as a citizen and contribute its share in the upbuilding of 
each community in which it is located, as well as any individual citizen of that community. This Company 
has for several years past adopted a policy of decentralization and has given its mail order plant managers 
and store managers full measure of authority. It has encouraged them to become outstanding citizens 
of the communities where they work. ! 
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Chariges in Officers: 

Mr. Lessing J. Rosenwald and the writer had in 1937 both requested the Board of Directors to be 
relieved from the active management of the company. Mr. Rosenwald has already expressed publicly 
his personal reasons for withdrawal as chairman. I have accepted the position and will remain as Chair¬ 
man of the Board. We both retain substantial interests in the Company. Mr. Julius Rosenwald II has 
been elected to the Board of Directors. 

The necessary changes to accomplish this were made at the meeting of the Board in Atlanta on 
January 27th. 

The Company is fortunate in having men of experience, ability and character to take over the active 
operations of the Company; Mr. T. J. Carney as President; Mr. D. M. Nelson as Chairman of the Execu¬ 
tive Committee and Executive Vice President; Mr. J. M. Barker as Vice President, Comptroller and 
Treasurer; Mr. T. V. Houser, formerly assistant to Mr. Nelson, as Vice President in charge of Merchandis¬ 
ing; and Mr. G. B. Hattersley, formerly assistant to Mr. Carney, as Vice President in charge of Operating. 

The Company is financially in the strongest position in its history. Its total assets, its working capital 
and its cash resources are greater than ever before. Its system of retail stores, in which the Company has 
invested 386,000,000. in fixed capital, is in splendid shape. It now has a tried and tested retail personnel 
and from the experience derived from the past fourteen years this is an organization that today can 
compare with our veteran mail order organization. 

The officers and directors of this Company have always been conscious of their responsibility to the 
stockholders, employees, and customers. We feel certain that this responsibility will be worthily fulfilled 
by our successors, and that the Company will retain high standards of management and character. 

In closing, I desire to express on behalf of Mr. Lessing J. Rosenwald and myself our appreciation 
of the support given us by our associates on the Board of Directors, our stockholders and our many em¬ 
ployees. Whatever success we may have attained in the management of the Company is largely due to 
this loyal support. 

We welcome your comments, criticisms, or suggestions, on any phase of our business. 



March 22, 1939. 
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CONSOLIDATED INCOME ACCOUNT 


Excluding Insurance Companies not Consolidated 


Net Sales ..... 

Deduct: 

Cost of Sales, Advertising, Selling, Administrative, and General Expense 

Repairs and 'Maintenance. .... 

Depreciation .. 

Profits from Operations. 

Other Income: 

Dividends . 

Interest on Investments and Advances... 

Profit on Sale of Investments and Securities.. 

Gross Income . 

Deductions from Income: 

Interest on Notes Payable ... 

Special Charges and Reserves ..... 

Contribution to Employes' Savings and Profit Sharing Pension Fund _ 

Net Income, before provision for Federal Income Tax and Surtax. 

Provision for Federal Income Tax and Surtax: 

Normal Tax . 

Surtax oil Undistributed Profits .... 

Net Income including Interest of Minority Stockholders.... 

Adjustment for Minority Stockholders' Interest 

Net Consolidated Income. 


February 1, 1938 
to 

January 31, 1939 

$501,676,643.79 

* 


$461,388,110.58 

2,721,211.40 

8,186,431.95 472,295,753.93 



29,380,889.86 

1,039,625.72 

143,610.34 

432,271.85 

1,615,507.91 

30,996,397.77 

195,279.36 

160,080.34 

1,535,492.85 

1.890,852.55 


29,105,545.22 

5,820,000.00 

5,820.000.00 


23,285,545.22 

68.818.63 


$ 23,354.363.85 


Note: The foregoing Consolidated Income Account does not include Undistributed Net 
Profit of Unconsolidated Insurance Companies of $217,545.71 for the year ended Decem¬ 
ber 31, 1938, nor does it include Net Loss of Unconsolidated Insurance Companies of 
$176,390.17 for the year ended December 31, 1937. 


* 

CONSOLIDATED EARNED SURPLUS ACCOUNT 


Balance January 31, 193S. 

Add—Net Consolidated Income. 

Deduct: 

Dividends; 

Paid during 1938..... 

Payable March 10, 1939.. 

Appropriated to Reserve for Uninsured Risks 

Balance January 31, 1939. 


$16,653,875.25 
4,191,462.75 $20,845,338.00 

1.000.000.00 


February 1, 1937 
to 

January 31, 1938 

$537,242,403.09 

$483,773,494.82 

3,793,565.76 

8,771,395.85 496,338,456.43 
40,903,946.66 

1,492,994.02 

187,352.39 

— _ 1,680,346.41 

42,584,293.07 

312,581.56 

1,565,809.92 

2,561,749.90 4,440,141.38 

38.144.151.69 

6,573,000.00 

772,000.00 7,345,000.00 

30.799.151.69 
29,096.50 

$ 30.828,248.19 


$66,448,459.85 

23.354.363.85 

89,802,823.70 


21,845,338.00 
$67.957,4S5.70 
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SEARS, ROEBUCK AND CO. 


Excluding Insurance Companies 


Current Assets: 

A S S 

Ja 

E T S 

nuary 31, 1939 


January 31, 1938 


Cash ..... 

Marketable Securities (Market Value $7,142,050.53 ).. 

Accounts and Notes Receivable: 

Customers’ Installment Accounts (approximately 

$3,000,000.00 maturing after one year). 

Employes’ Accounts Receivable. 

Other Notes and Accounts Receivable.. 


$53,987,455.71 

560,757.38 

6,336,007.58 

825,169,507.43 

5,282,678.45 


$55,573,341.81 

750,379.78 

5,380,703.32 

$13,998,497.53 

5,289,948.97 

Total . ...... .. 

Less: Reserve for Collection and Doubtful Accounts 


60,884,220.67 

9.700.077.77 

51,184.142.90 


61,704,924.91 

8,511,605.38 

53,193,319.53 

Inventories (Valued at lower of cost or market)p 
Merchandise, raw materials, work in process, and finished 
stock at factories. 



94,S57,018.93 



101,791,035.11 

Total Current Assets... 



176,493,347.76 



174,272,801.14 

Insurance Fund (U. S. Treasury Bonds). 

Mortgages Receivable Sc Properties Held for Resale: 

Mortgages Receivable . 

Less: Mortgages Sold under Repurchase Contract ... 


4,234,615.36 

1,000,000.00 


6,362,135.75 
1,639,704.98 

— 

Balance ..... 

Reacquired Homes held for resale. 

Total ... 

Less: Reserve for Collection and Unrealised Losses 

Investments and Advances: 

Unconsolidated Insurance Companies (100% owned).. 

Securities of Other Companies. 

Notes, Loans, and Advances to Manufacturers. 

$ 6,256,357.81 
3,442.259.43 

4,234,615.36 

684,732.66 

4,919,348.02 

502,727.15 

1,348,347.06 

4,416,620.87 

i 

$ 6,115,619.47 
3,410,522.08 

4,722,430.77 

969,588.10 

5,692,018.87 

680,099.81 

2,129,143.47 

5,011,919.06 

Total ... 

Less: Reserve for Possible Losses ..,. 

9,698,617.24 

1,868,074.47 

7,830.542.77 

9.178,889.83 

9,526,141.55 

2,128,124.00 

7,398,017.55 

9,527,161.02 

Equity in Installment Accounts Sold . 

Less: Reserve for Possible Losses on Installment 

Accounts Sold . 

Deferred. Charges to Future Operations: 

Catalogs in Process and Supplies. 

Insurance, Rents and Other Charges... 

Fixed Assets: 

Land . 

Buildings ... 

Furniture, Fixtures and Equipment. 

78,171,198.37 

38.710.770.50 

1,793,162.13 

500,000.00 

4,443,128.03 

1,252,405.58 

13,284,163.34 

1,298,162.13 

5,695,533.61 

74,336,308.67 

36,435,220.71 

1,507,072.00 

500,000.00 

4,097,079.48 

1,226.381.81 

12,897,005.96 

1,007,072.00 

5,323,961.29 

Total .. 

Less : Reserve for Depreciation .. 

116,881,968.87 

56,805,949.84 

60,076,019.03 

73,360,182.37 

110,771,529.3S 
50,345,971.82 

60,425,55 7.56 

73,322,563.52 

Buildings Owned on Leased Land and Leasehold 

Improvements . .... 

Less: Reserve for Depreciation . 

Equity in Properties: 

Land and Buildings.. 

Less: Mortgages .. 

Balance..... 

Less: Reserve for Depreciation. .... 

Plates, Drawings, Cuts, and Goodwill 

Encyclopaedia Britannica..... 

Goodwill .. .. 


6,833,403.80 

2,385,830.42 

19.310.596.85 
5,672,775.00 

13.637.821.85 
3,661,101.44 

4,447,573.38 

9,976,720.41 

217,519.97 

LOO 


6,897,493.12 

1,887,832.44 

19.302.533.47 
5.876,725.00 

13.425.803.47 
3,294,851.33 

5,009,610.6S 

10,130,947.14 

466,829.77 

LOO 



S286.084.SS1.33 


$284,072,866.62 
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CONSOLIDATED BALANCE SHEET 

Shown as Investments 


LIABILITIES AND CAPITAL 


Current Liabilities: 

Notes Payable .......... 

Accounts Payable . 

Dividends Payable . 

Due Customers—Refunds and Unfilled Orders. 

Reserve for Taxes including Federal Taxes for Current Year. 

Other Accruals . 

Total Current Liabilities... 

Mortgage and Serial Notes of Subsidiaries, Payable March 2, 1940 to 
March 2, 1946 .. 

Reserves for: 

Additional assessments—prior years’ taxes. 

Federal Income Tax applicable to estimated future collections on installment sales 

Mortgage Loans .. 

Collection of Installment Accounts sold... 

Uninsured Risks . 

Contingencies . 

Other Purposes......... 

Minority Stockholders’ Interest in Subsidiary Companies. 

Capital Stock—Without Par Value: 

Authorized ....... 

Issued ....... 

Less: 

Treasury Stock ..... 

Stock held by Trustee for sale under Employes' Stock Purchase Plans . 

Issued and Outstanding..... 

Earned Surplus—Annexed Exhibit. 


January 31, 1939 


January 31, 1938 


$10,328,370.12 

4,191,462.75 

3,112,697.99 

10,686,439.20 

3,801,293.94 

$ 32,120,264.00 


$13,673,63S.55 

3,025,631.91 
12,442,275.65 
5,171,438.45 

$34,312,984.56 


814,500.00 


908,000.00 

1,547,479.79 

1,500,000.00 

368.000.00 

2,060,755.18 

1,000,000.00 

1,088,221.24 

1,929,761.39 9,494,217.60 

1,969,684.29 

1,500,000.00 

668,000.00 

1,880,027.16 

1,408,731.19 

1,583,556.91 

9,009,999.55 

734,666.38 


803,485.01 

Shares 

Shares 


6,000,000 

6,000,000 


5,794,234 

5,744,234 


9,812 

196.392 

9,812 

207,479 


5,588,030 174,963,417.65 

5,526,943 

172,589,937.65 

67,957,485.70 


66,448,459.85 

$286,084,551.33 

$284,072,866.62 


To the Board of Directors, 

Sears, Roebuck and Co. 

We have made an examination of the Consolidated Balance Sheet of Sears, Roebuck and Co., and subsidiary companies as at January 
31, 1939 and of the Consolidated Income and Surplus Accounts for the year ended on that date. In that connection, we have accepted 
and^ included, after review, the Company’s own financial statements of stores and factories, many of which were examined by us 
during the year under a program of periodic audits. 

We have tested the count, prices, and computations of the inventories at Mail Order houses and warehouses, which inventories com¬ 
prise approximately 45% of the^total inventory value, and we have accepted the inventories at retail stores and factories, many of 
which were examined by us during the year, after applying gross profit tests to establish the reasonable accuracy of the inventories 
at those units. Adequate provision has been made for slow-moving and obsolete stock. The inventory values, in our opinion, are 
substantially correct as stated. 

We have examined or tested accounting records of the Companies and other supporting evidence and have made a general review of 
the^ accounting methods and of the operating and income accounts for the period, but we have not made a detailed audit of all trans¬ 
actions. The Companies’ accounts have been consistently maintained in accordance with accepted accounting principles during the 
year under review, and all information and explanations desired were furnished. 

In our opinion, based upon such examination, the accompanying Consolidated Balance Sheet and the related Consolidated Income 
and Surplus Accounts fairly present the financial condition of the Company and its subsidiaries as at January 31, 1939 and the results 
of operations for the fiscal year ended on that date. 

Chicago, Illinois, March 20, 1939 R. G. RANKIN AND CO., Certified Public Accountants. 
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ALLSTATE INSURANCE COMPANY... 

ALLSTATE FIRE INSURANCE COMPANY combined statement of assets and liabilities 


ASSETS 

December 31, 1938 


Cash . $ 319,331.41 

^Marketable Securities . 3,420,743.00 

Premiums in Course of Collection. 441,021.82 

Mortgage Loans . 471,505.06 

Other Assets. 28,281.64 


December 31, 1937 
$ 275,446.96 
2,582,930.68 
363,242.71 
541,041.71 
17,922.93 


Total. $4,680,882.93 


$3,780,584.99 


LIABILITIES 


Losses in Process of Adjustment. $1,225,256.58 

Reserve for Taxes. 135,753.51 

Reserve for Unearned Premiums. 1,417,449.36 

Reserve for Contingencies. 335,000.00 

Other Reserves . 135,824.36 

Capital Stock. 350,000.00 

Surplus . 1,081,599.12 

Total.. $4,680,882.93 


$ 940,456.04 
83,132.72 
1,249,883.04 
200,000.00 
93,128.34 
350,000.00 
863,984.85 

$3,780,584.99 


^December 31, 1938 eligible bonds amortized, other bonds and all stocks 
stated at market vahie. December 31, 1937 all bonds and stocks stated 
at market value. 


OFFICERS 

ROBERT E. WOOD * Chairman of Board CALVIN FENTRESS, JR. * Vice-President and Treasurer 
GILBERT ALEXANDER • President W. N. LOWE • Vice-President and Secretary 

PAUL B. KELLY • Comptroller 
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